AMPLIFA PROCUREMENT GLOSSARY

Supplier Innovation: Systematically using
suppliers as a source of innovation

Supplier Innovation refers to the systematic involvement of suppliers in the development and
improvement processes of the purchasing company. Suppliers often know their technologies,
materials and manufacturing processes better than the buyer and can therefore provide essential
impetus for products, processes and cost structures. For technical buyers, Supplier Innovation thus
develops from an isolated topic into a strategic task that combines organisation, processes and
performance incentives.

Key facts

« Supplier Innovation involves suppliers early in product and process developments, typically through
structured idea dialogues and early manifestation phases.

« In practice, 20 to 40 per cent of the value added in the early phase frequently stems from supplier
contributions; the exact amount is project-dependent.

» Successful programmes rely on Supplier Segmentation: only a few key suppliers are integrated in a
strategically deepened manner.

« Contracts govern intellectual property, confidentiality and remuneration, typically through framework
agreements such as a Master Service Agreement (MSA).

« Key KPlIs are implemented supplier ideas, cost reduction per idea and time-to-market advantages in
the development phase.

« Without clear processes and contact persons, supplier ideas often remain unused or get lost within
the specialist department.

Definition: Supplier Innovation

Supplier Innovation encompasses all measures by which a company systematically taps the innovation
potential of its suppliers — from product ideas to material and process impulses to joint technology
development. The term is distinct from the mere subject matter of procurement: the focus is not on the
service itself, but on the transfer of knowledge and technology along the supply chain.

Distinction from traditional supplier management

In traditional supplier management, the focus is on availability, price and delivery dates, for example in
order processing or delivery date commitments. Supplier Innovation complements this operational view
with a strategic one: the supplier becomes a development partner whose expertise is included in the
concept phase before specifications are definitively fixed.

Forms of supplier innovation

In practice, three forms can be distinguished: incremental improvements to the existing product, process
innovations in manufacturing and logistics, and fundamental technology transfers, such as new
materials or manufacturing processes. The closer the involvement, the higher typically both the benefit
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and the requirements regarding confidentiality and contract design.

Methods and approach in the Supplier Innovation process

An effective programme requires a clearly structured process from idea generation to implementation.
Central to this is the linkage with product lifecycle management so that supplier contributions flow in at
the right point in the development process.

Early involvement and Early Supplier Involvement

The greatest lever lies in the early phase: where design and specification have not yet been fixed,
supplier alternatives can be considered without expensive design changes. Practice has shown it to be
effective to invite relevant suppliers to a structured technology dialogue before the final specification is
incorporated — with clearly defined topics, rules on confidentiality and an agreement on who bears the
development costs.

Segmentation and selection of participants

Not every supplier should be involved. Based on a Supplier Segmentation, the company identifies
strategic partners with technological added value and high business relevance. Typical criteria are
technological competence, manufacturing depth, willingness to innovate and results from the supplier
audit score. The number of deeply integrated partners remains manageable in practice — frequently only
five to fifteen per category.

Idea capture and implementation process

Supplier ideas need a formal channel: a registered ideas process with verifiable status, responsibilities
and deadlines. A response within a defined time is important — otherwise the willingness to make future
contributions declines. Implementable ideas move into a business case process with a clear
cost—benefit evaluation and subsequent anchoring in design changes, specifications or framework
agreements.

Contractual and organisational framework conditions

Supplier Innovation touches on intellectual property, confidentiality and remuneration. Without robust
contracts, potential for disputes arises that can quickly end cooperation.

Intellectual property and confidentiality

Before any official exchange of ideas, confidentiality agreements should be in place governing which
information is protected and how the transfer of know-how is documented. For the remuneration of
supplier ideas, models have become established in practice that provide for participation in the realised
savings or revenue contribution over a defined period. Legal consequences must be examined
individually and legal advice sought on a case-by-case basis.

Framework agreements and governance

For deepened partnerships, a Master Service Agreement (MSA) with innovative supplementary
provisions is recommended: defined development channels, escalation paths and intellectual property
arrangements. A procurement policy should expressly anchor innovation cooperation as an objective so
that buyers are not measured solely on price during competitive phases.
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Interface to tendering and award

Innovation impulses can also be fostered through competition: in a tendering process, technological
capability and improvement proposals can be included as evaluation factors alongside price. A reverse
auction can also be added where standard services are to be awarded — for innovation-driven services,
however, pure price competition is usually counterproductive.

Key KPIs for Supplier Innovation

Without measurable targets, innovation programmes quickly lose priority. Metrics that reflect
implementation, economic efficiency and speed make sense.

Process and result metrics

Key metrics are the number of supplier ideas submitted and implemented, the realised savings
contribution per idea, the proportion of implemented suggestions relative to those submitted, and the
average review and implementation time. In addition, the number of active innovation partners per
procurement category shows how broadly the programme is anchored.

Target values and benchmarks

In practice, target values vary considerably by industry and maturity level. Typically, an implementation
rate of around 20 to 30 per cent of submitted ideas and a binding review period of approximately four to
eight weeks are considered reasonable benchmarks. More important than absolute values is the trend
over several years, measured against the deployment of the underlying categories.

Risks and controls in the Supplier Innovation programme

Supplier innovation entails risks of dependence, protection and implementation that require active
management.

Dependence and procurement risk

Those who co-develop closely with individual suppliers can fall into technological dependence.
Appropriate measures are a risk analysis assessing the relevance of alternative sources, documented
alternative sourcing for critical components, and a defined supplier switching path including a
qualification plan. Batch size optimisation and risk-based dual strategies mitigate monopoly risks during
implementation phases.

Knowledge protection and compliance

Structured information management prevents the inadvertent outflow of one's own know-how. Proven
measures include release levels for documents, separated project teams and documented material
release processes where newly developed materials or processes are used. Batch number traceability
also gains in importance when jointly developed processes move into series production.

Implementation and process risks

Supplier Innovation frequently fails not because of a lack of ideas but because of a lack of
implementation capacity. Controls include clear responsibilities between procurement, engineering and
quality management, milestone plans with delivery schedule tolerance bands for transition phases, and
regular governance reviews. ERP integration helps to transfer development-related changes consistently
into master data, bills of materials and procurement processes.
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Current developments and digital levers

Digital platforms, material innovation and sustainability requirements are noticeably changing the
practice of supplier innovation.

Digital innovation platforms and data integration

In practice, digital idea portals are gaining importance, through which suppliers can submit proposals in
a structured manner and track their status. ERP integration ensures that implemented ideas are carried
over into material master records, work plans and contracts, avoiding any discrepancy between
development and operational procurement.

Sustainability and regulation as an innovation driver

Requirements for carbon footprint accounting, recyclability and supply chain due diligence are driving
joint material and process innovations. Suppliers contributing recycling concepts, energy-efficient
manufacturing or alternative materials frequently also provide answers to regulatory requirements — an
argument for explicitly addressing sustainability criteria in the innovation dialogue.

More agile cooperation models

Agile procurement is also making inroads into supplier cooperation: short iteration loops, prototype
phases with gradual material release and flexible development agreements are increasingly replacing
rigid project plans. In addition, bidding consortia are growing, in which several buyers jointly demand
development services in order to give smaller companies access to technology leaders as well.

Typical metrics

Implementation rate of supplier ideas: 20-30 %
Typical benchmark; varies depending on industry and maturity level

Review time per idea: 4-8 weeks
A binding response deadline increases willingness to contribute

Realised savings contribution: project-specific, frequently 2-5 % of relevant category cost
For guidance only; project size dominates

Active innovation partners per category: 5-15
A small number of deep partnerships rather than broad distribution

Practical example

A medium-sized mechanical engineering company faced the goal of sustainably reducing the material
costs of a product family without impairing functionality. Instead of launching yet another pure price
negotiation programme, the company invited its key manufacturing suppliers to structured technology
dialogues.

« Establishment of an annual supplier workshop with defined thematic priorities and a confidentiality
agreement

« Supplier Segmentation to select six strategic partners with high technological benefit
- A formal ideas process with a binding response within six weeks and business case evaluation

» Anchoring of the most successful process innovations via a Master Service Agreement (MSA) with
supplier gain sharing
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Conclusion

Supplier Innovation transforms suppliers from mere service providers into knowledge and technology
partners. Success depends less on individual ideas than on robust structures: clear segmentation,
binding processes, fair remuneration models and measurable metrics. Buyers who anchor innovation
topics in the procurement policy and consistently integrate them with supplier development, quality
management and engineering create a sustainable competitive advantage. Those who approach this
step in a structured manner also reduce procurement risks and noticeably strengthen their own capacity
for innovation.

Frequently asked questions

What does Supplier Innovation mean?

Supplier Innovation refers to the systematic involvement of suppliers in the product and process
developments of the purchasing company. Suppliers contribute technological knowledge, material
expertise and manufacturing know-how that is often not available internally. The result is faster
development, cost advantages and new solution approaches beyond pure price negotiations.

How do you launch a supplier innovation programme?

A phased start has proven effective: first select suppliers based on a Supplier Segmentation, then
establish a structured idea dialogue under a confidentiality agreement and set up an ideas process with
binding review deadlines. Key success factors are an internal governance team comprising
procurement, engineering and quality, as well as initial measurable targets. Legal agreements on
intellectual property should be concluded before the official exchange begins.

Which suppliers are suitable for innovation partnerships?

Typically suitable are strategic suppliers with technological added value, high business relevance and
demonstrable willingness to innovate. Criteria include manufacturing depth, engineering capacity, results
from the supplier audit score, and the willingness to share effort fairly. In practice, the number of deeply
integrated partners per procurement category remains small — usually between five and fifteen.

How are supplier ideas remunerated, and what incentives exist?

In practice, gain-sharing models have become established, in which the supplier participates in the
realised cost or revenue contribution over a defined period. Alternatives include remuneration per
accepted idea, preferential positioning in subsequent tenders, or joint development contracts. It is
important to fix the arrangement contractually, including the calculation basis — the specific design
should be reviewed legally.

Which KPIs are measured in Supplier Innovation?

Key performance indicators are the number of supplier ideas submitted and implemented, the realised
savings contribution per idea, the implementation rate, and the average review and implementation time.
In addition, the number of active innovation partners and time-to-market advantages in development
projects are relevant metrics. The trend over several years is decisive, not the absolute value.

What risks arise from close collaboration with suppliers?

The main risks are technological dependence on individual partners, unauthorised outflow of know-how
and implementation bottlenecks within one's own organisation. Countermeasures include a risk analysis
of alternative sources, documented alternative sourcing for critical components, clear confidentiality and
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intellectual property agreements, and a defined supplier switching path. Close cooperation and risk
mitigation are not mutually exclusive.
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